Final Staff Recommendation on The Ambulatory Surgery Guaranteed
Revenue System

Health Services Cost Review Commission
4160 Patterson Avenue
Baltimore, MD 21215

(410) 764-2605

June 13, 2007

The purpose of this paper is to propose methodological changes and a plan to implement
the HSCRC’s Prospective Ambulatory Surgery Guaranteed Revenue Payment System.
This document is a final recommendation and is ready for Commission action.




Introduction

Ambulatory surgery revenue has been increasing much substantially faster than the
allowed outpatient rate increases. The Commission wishes to constrain this rate of
increase by establishing limits on the rate of increase in the revenue per case-mix
adjusted ambulatory surgery case for each hospital, and to provide better incentives to
control utilization. The guarantee/limit will be established using a base year, FY 2007,
and will be used to set the allowable revenue for an ambulatory surgery case with a
weight of one (1) for FY 2008 and subsequent years. The limit will be adjusted for
outpatient rate increases, and an intensity allowance to allow for changes in technology
and within APG increases in case-mix intensity. The rest of this paper describes the
proposed system in more detail.

The ambulatory surgery revenue per case has been increasing much faster than the
outpatient update factor. From CY 2005 to CY 2006 ambulatory surgery revenue rose by
12.2%. Decomposing this into its components, the number of cases rose by 3.3% and the
revenue per case rose by 8.7%. The case mix, measured using APGs, dropped by 0.3%.
The revenue per ambulatory surgery case has consistently been increasing substantially
faster than the outpatient update factor over the last several years. CareFirst provided data
showing that between 2004 and 2005 their outpatient payments, and payments per
patient, increased much more in Maryland than they did in DC and Virginia.

The next section of this paper provides a simple description of how the guaranteed

revenue system would work, and provides a simple example. The subsequent sections
provide a detailed description of the methodology.

Overview and example

1. Establish a base year. If FY 2008 is the first year to which the guaranteed
revenue would apply, then the base year would be FY 2007.

2. Calculate the ambulatory surgery case mix index (CMI) and charge per case mix
adjusted case for the hospital in the base year.

3. Adjust for the impact of rate changes between the years and for the intensity
allowance. The result is the approved charge for the hospital for the rate year for
an ambulatory surgery case with a weight of 1.0.

4. After the end of the rate year calculate the actual charge per case with a weight of
1.0. Compare this with the approved charge from step 3. If the actual is higher
than the approved charge then the excess is subtracted from the approved revenue
for the subsequent year, and if the actual is less than the approved charge the
difference is added to the approved revenue for the subsequent year.

Example:

Base year charge per case $2,200
Base year case mix index 1.1
Base year charge per case with weight of 1.0 $2,000
Ambulatory surgery rate increase 5%
Intensity allowance 1.0%
Approved rate $2,120



Scenario 1:

Actual revenue per case $2,250
Actual rate year case mix index 1.11
Actual revenue per case with weight of 1.0 $2,027

Since the actual case mix adjusted revenue is less than the approved revenue, the
difference will be added to the approved revenue for the subsequent year.

Scenario 2:

Actual revenue per case $2,300
Actual rate year case mix index 1.06
Actual revenue per case with weight of 1.0 $2,170

The actual rate exceeds the approved rate by $50, so the excess revenue will be
subtracted from the approved revenue for the subsequent year.

The adjustment for Scenario 2 is calculated as follows:

Actual revenue per case with weight of 1.0 $2,170
Approved revenue per case with weight of 1.0 $2,120
Excess per case with weight of 1.0 $50
Number of cases 5,000
Case mix index in rate year 1.06
Excess revenue 1.06 x 5,000 x $50 = $265,000

So $265,000 will be subtracted from the approved revenue for the hospital for the
subsequent year.



Discussion of some of the major components of the system

Case weights using the principal APG:

Case weights are being developed using just the principal APG, which has been assigned
using Maryland weights. Earlier modeling developed case weights using the weight for
the principal APG, and discounted weights for second and subsequent significant
procedures. It was found that the use of the principal APG only to assign case weights
resulted in little loss of explanatory power, greatly simplified the system, and will make it
much easier for hospitals to monitor their performance.

Magnitude of the intensity allowance:

How much of an allowance should be provided for changes in medical technology and
for changes in case mix that are not accounted for by the APGs? When the inpatient GIR
was first implemented a 1% allowance was provided for technology/intensity. When the
GIR was adopted the amount that charge per discharge was increasing in excess of input
price inflation was about the same as the excess currently being observed for ambulatory
surgery charge per case. The staff is recommending an intensity allowance of 1%.

Multiple visits within a record:

Some records include charges and information for multiple visits to the hospital, not just
for a single ambulatory surgery visit. Most of these have been eliminated as a result of
the elimination of cases involving chemotherapy, radiation therapy, or medical visits.
However, some such cases remain in the data, probably primarily for return visits for
wound care. In the future the records for such cases should be separated into multiple
records, separating the charges for the different visits. A technical committee should be
set up to advise on how that separation should be done.

PET scans:

Currently PET scans are grouped with CAT scans, and no allowance is made for them in
the methodology. This should not cause problems as long as the proportion of PET scans
remains relatively constant within the hospitals. The new APG grouper will have a
separate APG for PET scans.

Missing data:

There is evidence that some hospitals are missing substantial numbers of cases that
should have been reported as ambulatory surgery, for example, breast biopsies and other
cases involving radiological guidance. The staff pointed this problem out to hospitals in a
letter several months ago, and delayed data submission to allow for corrections. It is
anticipated that the data submissions under the new regulations will not have this
problem. This issue is one of the reasons that FY 2007 is being recommended as the base

year.

Use of the new grouper:



The current APG grouper is about 12 years old, and there has been considerable change
in the interim in the scope and nature of ambulatory surgery. 3M is working on a new
version of the grouper — APG3. The CY 2005 and 2006 ambulatory surgery data have
been supplied to 3M and it is anticipated that the data with APGs grouped under APG3
will be provided by 3M in June. Staff will review the data in depth and repeat much of
the modeling that has been done once the new groups are received. The adoption of a
new grouper is in keeping with the policy on APR-DRGs under which the Commission
automatically adopts the new version of the grouper once it becomes available.

Statewide versus hospital specific weights:

The staff methodology uses weights for the APGs that are developed using the data for
all the hospitals. It has been suggested that hospital specific weights should be used, to
account for differences in reporting and in the types of cases being grouped to particular
APGs by different hospitals. The staff considered this suggestion, but is still
recommending the use of statewide weights for two main reasons: 1) use of hospital
specific weights would provide incentives for hospitals to concentrate on the types of
cases they do least efficiently, and not on the types of cases they do most efficiently, and
2) cell sizes would be very small for many hospital/APG combinations if hospital specific
weights are used, resulting in erratic case mix weights. However, this is an area in which
good arguments can be made for either option, at least for initial implementation of the
system

Base year:

The base year could be the year immediately preceding the rate year, or the year prior to
that. That is, with a rate year of FY 2008, the base year could be FY 2007 or FY 2006.
The staff considered recommending the use of FY 2006 as this would allow for modeling
with currently available data. However, staff is recommending use of FY 2007 as the
data are more complete, and there would be fewer coding changes and less change in
medical practice between the base year and the rate year.

Corridors on rewards and penalties:
Staff are receptive to the idea of restricting rewards and penalties within some corridor.
The corridor, if adopted, would be established once the modeling has been completed

with the new grouper, and the level of variability has been studied.

Staff recommendation:

The Commission should implement a guaranteed revenue system for ambulatory surgery
for FY 2008, using FY 2007 as the base year, using the methodology outlined in this

paper.



Detailed description of the methodology

Adjustments to the data

No adjustments were made for labor market and direct or indirect medical education
costs. Since the GOR is specific to each hospital, the labor market differences
experienced by a hospital are expected to be minor, as are changes in the level of medical
education. For this reason no adjustments for labor market or medical education are
required. The adjustment for the change in ambulatory surgery rates automatically
accounts for changes in the mark-up of the hospital, rate realignment, and updates.

APG updating, consolidation and bundling of APGs

The current APG grouper is now over 12 years old, and medical practice has changed
substantially in that time. A new grouper has been developed by 3M. Data grouped
under this new version are expected in June, and commercial software will be available in
October.

The modeling to date has been done using the current version of the APGs, (APG2), but
with some modifications. The APGs for pacemaker implant and revision appeared to be
particular problems, and these APGs often include high supply charges. The most
significant problem is the inclusion of procedures involving Automatic Implantable
Cardio-defibrillators (AICD) in APGs that generally include much less expensive
procedures. To deal with this problem a separate APG was defined to include AICD
cases. The new APG grouper will take care of most or all of the problems that required
new groups or remapping of codes. Much of the modeling that has been done will be
repeated once the new groups are available to confirm it performs as expected. However,
the staff considered that the old grouper was adequate to proceed with implementation of
the GOR, and the new grouper is expected to result in further improvement of the results.

Each case may have up to 100 APGs assigned to it, but many of these APGs are for
ancillary procedures, or for procedures that are an intrinsic part of the main procedure
performed. APG weights were developed for the purpose of assigning the principal APG
in each case. A description of the method used to calculate these weights is attached as
Appendix A. The principal APG was defined to be the significant procedure APG with
the highest weight.

In the research leading up to this recommendation two different approaches were taken to
the assignment of weights to the cases:

1) Ancillary procedures were eliminated, and procedures were consolidated using
the 3M APG consolidation rules, and multiple occurrences of any given APG
were consolidated into a single occurrence. The case was assigned a weight that
included the weight for the principal APG and discounted weights for second and
subsequent significant procedure APGs.

2) A principal APG was assigned and the weight for the case was the weight for that
APG.



It was found that there were only minor differences in the explanatory power of these two
models, and the differences in the outcomes were relatively minor. As a result we are
recommending the use of the simpler second model. This should enable hospitals to
monitor their performance much more easily.

Calculation of case-mix weights

Case-mix weights were calculated using an iterative process that takes account of the
relative charge levels of the hospitals. This step differs from the development of case
mix weights described in Appendix A, and used for the assignment of the principal APG
in that additional cases were dropped from the analysis. The exclusions for this step are
described in the next paragraph.

Cases with an adjusted charge of under $10 were dropped on the rationale that they were
probably data errors, as were any cases that included an APG for chemotherapy or
chemotherapy drugs, or radiation therapy, or that included APG 993 (inpatient procedure)
or cochlear implants. Any case that included an emergency room charge, or that was
classified as a delivery, was dropped. Cases with a valid medical APG assigned were
also dropped, on the assumption that these must include other than just ambulatory
surgery visits. Cases at the Hopkins oncology center were dropped. Cases from the
University of Maryland Shock Trauma and Cancer centers will be dropped once they are
identified in the data, but it is anticipated that very few such cases remain in the data after
the editing and exclusions described.

First iteration
Calculate the average charge by principal APG: call this the expected charge.

Calculate each hospital’s mean charge and the mean expected charge for the cases treated
by the hospital, just using the principal APG code.

Calculate a hospital specific adjustment factor, which is the mean charge divided by the
mean expected charge.

Adjust the charge by dividing it by this adjustment factor.

Recalculate the mean expected charge for each APG and the hospital adjustment factor.
Adjust the adjusted charges again using the hospital adjustment factor.

Repeat once more, recalculating the mean expected charge for each APG. These mean
expected charges (MEC) are the basis for the APG case-mix weights.

The FY2007 data will be used for the calculation of the weights. In practice, the base
year data, the year prior to the rate year, would be used to calculate the case-mix weights.

Altemnatives considered:



The weights could have been calculated using adjusted charges, and without the iteration
to eliminate the impact of different hospital charge levels. The reasons for using hospital
specific relative value weights (also know as iterative weights) have been discussed
extensively in the context of the inpatient DRG weights and will not be repeated here.

Separate weights could have been calculated for each hospital using the hospital’s own
data. This method reduces the cell sizes and so results in less reliable weights. It also
provides incentives for hospitals to try to increase the volume of cases in APGs that they
were performing inefficiently in the base period, and to reduce the volume of cases in
APGs in which they were efficient in the base period. For these reasons we have
tentatively decided to continue to use statewide weights.

Calculation of hospital case-mix indices

Using FY2007 data, the expected charge for the case is the MEC for the principal APG in
the case.

Calculate the weight for each APG as the MEC for the APG divided by the mean MEC
over all cases.

Calculate the case-mix weight for the case as the weight for the principal APG in the
case. The mean case-mix index over the state is then 1.0 for FY 2007.

Use these weights to assign a case-mix weight to each case in FY2008.

Calculate the mean adjusted charge and mean case-mix index for each hospital for each
of FY2007 and FY2008.

Calculate the statewide standardized charge for FY2007 and FY2008 as the mean
adjusted charge divided by the mean case-mix index for the year.

Alternatives considered:

The weight for each case will be based on the principal APG assigned to the case. An
alternative would have been to assign the full weight for the principal APG and a
discounted weight for second and subsequent significant procedure APGs. The
advantages of using just the principal APG to assign the weight to the case are:

1) the monitoring of the system by the hospitals will be greatly simplified if the case
mix weight is based on a single APG and that APG is identified by the HSCRC
data processing contractor.

2) The potential for case mix creep due to reporting more secondary procedures will
be reduced or eliminated.

This latter is an important benefit, as we do not know the extent to which secondary
procedures could be added, but suspect there are still issues with the completeness of the
reporting of procedures. The disadvantage of using only the principal APG is that the



hospitals have less of an incentive to improve the completeness of the coding of
secondary procedures. We believe the advantages of using just the principal APG
substantially outweigh the disadvantages.

Qutpatient price leveling factor

The charges per case-mix adjusted case increase over time due to approved rate increases,
rate realignment, and increases in utilization of services within APGs. The approved
charge per case should be adjusted for the increase in the ambulatory surgery rates
between the base year and the rate year. This will be done using charges split into 31
charge buckets. The definition of the charge buckets has been extensively reviewed in the
process of developing this system.

Classify the charges for ambulatory surgery cases into 31 charge buckets, then use the
revenues in these charge buckets to calculate a weighted average rate increase, using the
rate increases approved by revenue center. Some charge buckets involve charges from
several revenue centers. For these charge buckets the rate increase will be a weighted
average of the relevant rate increases in the revenue centers mapping to the charge
bucket.

Since major shifts in rates are expected as a result of rate realignment between FY 2007
and FY 2008, the ambulatory surgery rate change will be calculated using revenues at the
31 charge bucket level, and weights for the charge buckets that are hospital-specific.

Utilization Increase and intensity allowance

When the Guaranteed Inpatient Revenue System (GIR) was first designed the
Commission provided an allowance of 1% over factor cost inflation to allow for changes
in technology and within DRG case mix intensity increases. What level of intensity
increase should be provided under the GOR system? We are recommending a 1%
intensity allowance. It should be noted that the system will automatically adjust for
changes in case mix as measured by the APGs, so this intensity allowance is just to
account for technology changes and within APG intensity changes.

Revenue constraint or Guaranteed Revenue

The methodology described above could be used to develop a guaranteed revenue per
case mix adjusted ambulatory surgery case (GOR), or to place an upper bound or
constraint on the revenue per case mix adjusted ambulatory surgery case (CAR). The
difference is that in a GOR system a hospitals rates would be increased in a subsequent
year if it did not achieve its GOR in a year, whereas in the CAR system there would be
no adjustment if the actual revenue was under the allowed revenue, but there would be an
adjustment to a subsequent year’s revenue if the actual revenue exceeded the allowed
revenue.

The risk with a GOR is that the hospitals could upcode and receive additional revenue as
a result of APG case mix creep. At this point we do not know the potential for such

upcoding but consider that it is relatively minor given the structure of the APGs, and that
only the principal APG is being used to assign the weight to the case. Moreover, under a
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CAR system, if a hospital has a sophisticated revenue monitoring system it could upcode
in ambulatory surgery and adjust its rates between inpatient and outpatient services to hit
the ambulatory surgery revenue limit, reducing its inpatient charges, and gaining
additional revenue through the inpatient CPC.

The options available include:
1. Setting a guaranteed revenue for ambulatory surgery cases, and making

adjustments in subsequent years’ revenue for deviations, both up and down,
from the case mix adjusted approved revenue.

2. Setting an upper limit on the revenue per ambulatory surgery case and
adjusting the subsequent years’ revenue if this is exceeded.
3. Setting a target revenue per case mix adjusted ambulatory surgery case and

monitoring performance relative to that amount. Requiring hospitals to
explain any substantial deviations from the approved target.

The staff is recommending option 1.
Exclusions:

Cochlear implants will be excluded as they are concentrated in a few hospitals and are
very expensive, largely due to the cost of the implant.

Cases with a principal procedure that is a simple procedure often performed in a clinic
setting will be dropped from the GOR for year 1. This issue will be revisited for
subsequent years.

For FY 2008 cases in which the From and Thru dates are more than 3 days apart will be
dropped from the analysis as they may involve multiple encounters. In subsequent years
these cases may be split into individual encounters.

Cases that include oncology or radiation treatments will be dropped from the analysis, as
they may be cycle bills involving multiple encounters.

Cases with a charge of less than $10 will be dropped.

Corridor on gains and losses:

Since this proposal is groundbreaking it has been suggested that the gains and losses
should be limited within some corridor. The staff is amenable to this suggestion. Once
the data are received with the APGs assigned using the new grouper and analysis will be
performed to assess the magnitude of the variations from year to year in case mix
adjusted and price-leveled charge per case. Based on the results of that modeling the Staff
will return to the Commission with a recommendation whether corridors are desirable,
and, if they are, the recommended width of the corridor.



Appendix A

Development of APG Weights for Assignment of
Principal APG

The principal APG will be assigned based on weights developed from the Maryland APG
data. The purpose of this appendix is to describe the method used to develop the weights
to be used to assign the principal APG, the adjustments to be made in developing these
weights, and the rationale for these adjustments.

The weights will be developed with the ambulatory surgery data for the year ending June
30, 2007 (FY 2007).

It should be noted that the purpose of these weights is for the assignment of the principal
APG. They are not intended for other use. Once the principal APG has been assigned
new weights will be calculated for the GOR with different exclusions.

The following adjustments and exclusions will be made:

Drop cases with an adjusted charge of under $10. Once the data are received with the
new APGs, the outliers thresholds for the development of weights will be revisited.
Drop cases if the nature of the surgery was emergency, or if there was an emergency
room charge.

Drop cases with a hospital ID of 54, 71 or 72. (Only 54 occurs in the data at present)
Drop APGs 51, 57, 253, 254, 255 and all APGs higher than 270 except 993 (APG
numbers under APG2 — these will be revised once the APG3 listing is received).

Consolidate APGs using the 3M consolidation rules, and drop multiple occurrences of
APGs.

Calculate weights, with 3 iterations to adjust for differences in the hospital case mix
adjusted charge levels. This produces HSRV weights. The rationale for using HSRV
weights is as for the inpatient case mix weights. Case mix weight for each APG will be
calculated by dividing the mean adjusted charge for the APG by the mean charge for all
included cases.

The principal APG for a case will be the highest weighted significant procedure APG in
the case.
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From:Maryland Hospital Association 410 378 8238 06/05/2007 12:36 #584 P.002/003

5] MHA
6820 Deerpath Road
Wmd . . Elkridge, Maryland 21075-6234
Hospital Association Tel: 410-379-6200
Fax: 410-379-8239
June S, 2007
Robert Murray
Executive Director
Health Services Cost Review Commission
4160 Patterson Avenue

Baltimore, Maryland 21215
Re: HSCRC Staff Proposal-—Ambulatory Surgery Guaranteed Revenue

Dear Me-Musray: (2.4

On behalf of our member hospitals, MHA offers the following comments based on our
understanding of what will be in the June 13 HSCRC Staff Recommendation on Ambulatory
Surgery Guaranteed Revenue System. At its May 15 meeting, MHA’s Council on Financial
Policy (CFP) supported the concept of establishing an Ambulatory Surgery Guaranteed Revenue
System effective with the year beginning July 1, 2008—one year earlier then what MHA
presented at the May 2 commission meeting. MHA continues to oppose the proposed

July 1, 2007 implementation date and the inadequate one percent intensity provision.

MHA believes the HSCRC staff also has made an important modification to its May
recommendation in using the new APG grouper under development by 3M. This modification is
an important step in ensuring the ambulatory surgery payment methodology is sufficiently
accurate. However, it also is critical that the data on which the payment methodology is based

- be verifiable and complete. The collection of a verifiable and complete data set that can be
reconciled to financial data will begin July 1, 2007, therefore, the base period should be the
12 months ending June 30, 2008, and the effective date the year beginning July 1, 2008.

Although better than previous years, the FY 2007 data set is still incomplete and inconsistent
across hospitals. For example, to abide by specific payor requirements, or to accommodate an
operational need, some hospitals may be reporting a portion of certain procedures in the category
of ancillary services. With the complete outpatient reporting beginning July 1, 2007, all
procedures will be captured as ambulatory surgery. To the extent that these reporting differences
are not random, adding a significant number of cases with a higher or lower average charge as
compared to the base year will skew the statewide case weights in the affected APGs, and
potentially create windfalls or losses for certain hospitals.

The additional year before implementation also is needed to assess the performance of the new
APG grouper. The APG grouper, a propriety software product of 3M, is not scheduled to be
commercially available until October 2007, at the earliest. There has been and will be no review
or evaluation of this new grouper by any of the participants in the Maryland regulatory system,
including the HSCRC staff, before the proposed July 1, 2007 implementation date. Hospitals
will not have access to this grouper to manage their performance under this new systcm until
several months after the October 2007 release date, due to licensing and software installation

- more -



From: Maryland Hospital Association 410 378 8238 06/05/2007 12:37 1584 P.003/003
Robert Murray
June 5, 2007 Page 2

requirements. It is expected that the new grouper will be far superior to the existing APG
grouper. However, we do not know how it will handle the procedures that are currently
ungroupable, the range of procedures® complexity in a single APG, and how many surgical
APGs there are in the new grouper. Hospitals will be expected to manage their performance
beginning July 1, 2007, when they do not have the tool to measure their actual performance until

nearly six months into the fiscal year.

The additional year with complete, uniform data by a grouper that reflects current technology
and clinical practice provides the opportunity to understand where ambulatory surgery
efficiencies can be gained. Hospitals and the HSCRC staff agree that 3.5 percent of the total
ambulatory surgery growth is unexplained after adjusting for price, volume, and the current
method for measuring case-mix growth. Rather than apply an arbitrary 1 percent intensity factor,
MHA recommends that we use this year to continue working with the HSCRC to develop an
appropriate intensity factor. An appropriate intensity factor will provide incentives for continued
movement of surgical services from the inpatient to outpatient setting while promoting improved
quality and outcomes through use of less invasive procedures and higher quality implantables

and devices.

In summary, we recommend that the upcoming year be used for monitoring hospital ambulatory
surgery performance and for continued development of a guaranteed outpatient ambulatory
surgery system. To be credible, a guaranteed out patient revenue system with rate impacts
should have a base year that begins July 1, 2007, and an effective year that begins July 1, 2008
that includes an intensity factor based on a deliberate policy objective. Also, we request
approximately 20 minutes at the June 13 HSCRC meeting for MHA s presentation, led by Gary

Vogan.

Sincerely,

QLA Vna?

bert Z. Vovak
Senior Vice President & CFO

X:\Finance Toam Shared NEW\Comment Letters\MHA Lottors fo HSCRC\2007 Letters\2007 06 05_ambulatory surgsry T16 MHA_BV.doc
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June 1, 2007

Irvin W. Kues

Chairman

Health Services Cost Review Commission
4160 Patterson Avenue

Baltimore, MD 21215

Dear Mr. Kues:

I am writing to urge the Health Services Cost Review Commission to adopt the Staff’s
recommendation concerning phase one of an outpatient constraint system — that is, implementing
revenue per case restraints on ambulatory surgery.

The $1.4 billion structural deficit facing the State places severe pressures on the
Department to develop and explore effective cost containment initiatives. Inpatient and
outpatient hospital costs consume approximately 34 percent of the Medicaid budget - and these
costs increased by 9 percent between fiscal years 2005 and 2006. Outpatient hospital
expenditures increased at a much faster rate, roughly 12 percent. Controls on inpatient costs
ensure that the charge per case remains within predefined levels. No such mechanisms exist to
control costs for outpatient care — they are long overdue.

The Maryland Hospital Association urges that you issue a two-year moratotium on
implementing any outpatient cost constraints, citing concerns over insufficient data. After
carefully considering their comments, the Staff recommends a reasoned approach that balances
the Department’s needs for cost efficient outpatient care with the Association’s concerns about
data. In short, your Staff recommends that the Commission implement in Fall 2007 an outpatient
constraint system for ambulatory surgery because by then the Staff will be guided by data
gathered through the new ambulatory care grouper. We believe that they balance the difficult
issue of enabling a timely response to rising ambulatory care costs facing all payers, including
Medicaid while also permitting the Commission to make informed decisions based on sound

data.

The Association also downplays the urgency of this situation by comparing national
outpatient costs to those in Maryland. Because costs in Maryland are below the national
average, they argue, outpatient costs in our state do not require immediate attention. First, we
have yet to review and evaluate data supporting the Association’s claim that Maryland’s costs

Toll Free 1-877-4MD-DHMIH « TTY for Disabled ~ Maryland Relay Service 1-800-735-2258
Web Site: www.dhmh state.md.us



fall below national averages. Second, outpatient hospital care is the fastest growing category of
health spending nationally — e.g., annual percentage change for outpatient hospital care ranged
from 14.6 percent and 10.3 percent between years 2001 and 2005.! With these costs exploding
throughout the nation, claiming a rapid increase in Maryland outpatient costs is no cause for
alarm because it is a little less than the meteoric rise in national costs provides little comfort,
The staff is offering a reasonable first step in controlling these enormous increases by suggesting
a per case system that is little different in concept than one adopted for inpatient surgery decades
ago.

Should you wish to discuss these issues in greater detail, please do not hesitate to contact
me.

Sincerely,

hn Imers
ecretary

cc:  Mr. John G. Folkemer, Deputy Secretary

I/('Ir. Robert Murray
'/ Ms. Tricia Roddy

! Paul B. Ginsburg, Bradley C. Strunk, Michelle I. Banker, and John P. Cookson, “Tracking Health Care Costs:
Continued Stability But At High Rates In 2005,” Health Affairs, October 3, 2006.
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Mr, Robert Murray

Executive Director

Health Services Cost Review Commission
4160 Patterson Avenue

Baltimore, MD 21215

Dear Bob:

On behalf of the member hospitals of University of Maryland Mcdical System (UMMS), the purpose of
this letter is to comment on the HSCRC Staff Recommendation on Ambulatory Surgery Guarantced
Revenue System dated May 2, 2007. This letter serves as our comments for the following UMMS
member hospitals: University of Maryland Medical Center (Univ. Hospital, Greenbaum Cancer Center
and Shock Trauma), Maryland General Hospital, James Lawrence Kernan Hospita], Baltimore
Washington Medical Center and Shore Health System (Memorial Hospital of Easton and Dorchester
General Hospital).

The Commission’s desire to constrain the rate of growth in ambulatory surgery is understood and
has been point of industry discussion for some time. We appreciate the progress the Commission
staff has made just in the past few weeks to improve upon the methodologies included in the
original May 2 Staff Recommendation, Although UMMS is supportive of the concept of
establishing an Ambulatory Surgery Guaranteed Revenue System, UMMS opposes the
HSCRC’s proposed timing of implementation and one percent intensity provision. UMMS
supports MHA's position that the HSCRC establish a fiscal year 2008 base period and provide a
higher intensity provision.

An FY 08 Base Period is More Appropriate — data inconsistencies across hospitals in fiscal
year 2007 and multiple visits within one record provide for an unstable base period when
compared to the improved data capture in FY 2008.

A detailed review of the ambulatory surgery data by Commission staff and industry
representatives has identified significant data issues which include:

1. Missing data across hospitals such as interventional radiology cases that are submitted by
some, but not all facilities due to different billing requirements. This inconsistency in the
reporting exists because the ambulatory surgery data cammot be reconciled to the financial
data.

2. Inability to identify multiple visits reported within one case duc to cycle billing every 30
days which creatcs an inaccurate charge per case.
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FY 08 reporting changes will Prove to resolve both of these problems with the HSCRC’s July 1,
2007 new tape regulations which implement one quarterly outpatient data submission and will
include all outpatient cases and revenue. Additionally, the new regulations include a ficld
indicating the number of visits reflected in the total charge. These changes will allow the
Commission to insure consistency across hospitals regarding the types of cases included in the
AS GOR, reconcile the outpatient data, and determine the number of visits associated with the
case. These changes will create a stable and consistent set of data for rate setting purposes
moving forward.

The improved data is obviously positive, but creates a dilemma if the HSCRC uses FY 2007 as
the base period. The combination of both improved data and the impact of full rate realignment
in FY2008 will dramatically alter some of the APG weights and case counts for each hospital
creating an inaccurate comparison and calculation of case-mix between FY 2007 and FY 2008.
We believe that using FY 2008 data as the base year would create a more stable AS GOR system
at the outset.

A Higher Intensity Allowance is Needed — an appropriate intensity factor will provide
incentives for continued movement of surgical services from inpatient to outpatient.

The Commission staff has proposed an intensity allowance of 1%, to provide for the cost of new
technology in the outpatient setting. If this intensity allowance is set too low, the Commission
may establish a negative incentive for hospitals to move inpatient cases to a more appropriate
outpatient setting or for hospitals to adopt less invasive outpatient technology.

For example, advanced surgical techniques, such as minimally invasive surgery, have nearly
eliminated certain cases (e.g. open cholecystectomy, vaginal hysterectomy) from a hospital’s
inpatient menu, allowing more complex cases to be safely treated on an outpatient basis.
Frequently, the initial cost is higher for minimally invasive procedures than the open procedure
because the supply cost is much higher.

Substitution techmologies are a second category of new technologies where less invasive
procedures replace an open inpatient surgery. Examples include angioplasty/stents for bypass
operations, radioactive seeds for prostatectomy, and endovascular grafts for open abdominal
aortic aneurysm. These technologies provide some cxamples of services that are in a transition
stage between treatment in an inpatient setting and an outpatient setting. An analysis of one-day-
stays for inpatient procedures for FY 2006 shows 8,200 one day stays for APR DRG 175,
Percutaneous Cardiovascular Procedures without AMI. On the outpatient side, more than 1,000
of these cases are now being performed in an outpatient setting. In the current APG version,
these cases are caught up in a “suspense” APG where they have not been assigned to any APG
cell. Presumably, there will be 2 new APG cell assigned with the adoption of the new grouper.
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The price assigned to that new cell will affect providers’ interest and willingness to accelerate
the pace of transition. Improvement in the techniques used to perform the procedures are
reducing trauma and collateral damage to patients, selectively driving these procedures to an
outpatient setting.

In 2006, there were nearly 40,000 one day surgical stays with more than $360 million in charges
that were concentrated in these categories. Most of these cases are in the tramsition stage we
teferred to above or are being replaced by a substitution procedure with beiter patient outcomes.
Medical experts have identified over fifieen procedures that are expected to transition between
inpatient and outpatient settings by 2011.

We urge the HSCRC to review the performance of the new APG grouper in accounting for the
higher cost of these cases and consider the cases in transition along with the potential for
improved quality and outcorues as well as lower total costs before adopting a policy for a new
technology allowance,

Minimize Uniutended Consequences - The Commission may determine, despite the valid and
appropriate industry concerns, that a one year delay is not necessary. To minimize the possibility
of unintended consequences, there are several things the Commission should consider

implementing:
1. Utilize hospital specific weights to mitigate the impact of the data issues between hospitals.

2. Re-evaluate the impact of multiple APG assignments under the new APG grouper as
multiple APG assignments will impact the accuracy of reimbursement on certain hospital
groups such as the academics,

3. Implement corridors to limijt both gains and Josses,

4.  Enswre adequate checks and controls are in place to validate the continuity of FY 2008
outpatient abstract data across hospitals.

Thank you for the opportunity to comment on the proposed Ambulatory Surgery Guaranteed

Revenue System.
Sincerely,

L
Horisf Sy
Henry }é‘ancy w?/ @c

Senior Vice President for Corporate Finance &
UMMC, Chief Financial Officer
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Mt. Robert Murray, Executive Director
Health Services Cost Review Commission
4160 Patterson Avenue

Baltimore, MD 21215

Dear Mr. Mutray:

AMERIGROUP appreciates the Health Services Cost Review Commission’s ("HSCRC") time and effort
developing an outpatient hospital surgery restraint model; one that incotporates case-mix and constrains
hospital charges to the outpatient update factor allowed by HSCRC. However, we believe the proposed
guarantee of 1% or greater for intensity should be teduced or eliminated altogether.

As you know, the HSCRC's own data reveals outpatient surgery costs have increased approximately 12%
from calendar year 2005 to calendar year 2006; with a 3.3% inctease in services and an 8.7% increase in
charge per case (after adjusting for case-mix and rate-realignment, the charge per case increased by 5.9%).

The HSCRC approved rate increase was 3.11% for 2006 outpatient costs. However, actual increases resulted
in costs greater than 6%; 3.24% more than what was approved by the Department. The 3.24% residual is
approximately two times more than the amount allowed by HSCRC. In other words, the Department
approved an increase of approximately 3%; however, the hospitals actually received 6%. The additional 3%
increase amounts to approximately $30 million in additional costs for all payers, including MCOs, as well as,
the State of Maryland, including a $4.5 million cost to the Medicaid Progtam.

AMERIGROUP has experienced 2 16% increase in cost per outpatient surgical services between 2005 and
2006. This represents an increase of $262 per case. In several facilities, the cost for 2 surgical outpatient
setvice is now greater than the cost per day for an inpatient hospital day. Trend for similar outpatient services
in other states is significantly less; approximately 5%. Because AMERIGROUP is an agent of the State for
the provision of health care services to certain Medicaid recipients, any hospital costs experenced by
AMERIGROUP are ultimately borne by the State Medicaid Program. Increasing outpatient costs experienced
by AMERIGROUP, other MCOs and the State through the fee-for service program severely challenges the
Program as it struggles to achieve greater efficiencies and meet budget constraints,

For the reasons stated above, we strongly suggest implementation of an outpatient hospital surgery restraint
model with the reduction or elimination of the proposed guarantee for intensity. Again, AMERIGROUP
supports the recommendation of the Department staff, and urges the immediate approval of an outpatient
restraint model to ensure that trends are managed to the appropriate levels reflected by cost trends approved
by HSCRC.

CACS

Vincent M. Ancona
Chief Operating Officer

cc John Folkemer, Deputy Secretary of Health, Maryland Department of Health and Mental Hygiene

AMERIGROUP Maryland, Inc. * 857 Elkridge Landing Road, Suite 300 * Linthicum, MD 21090 + (410)859-5800 = (410) 9814010 fax * wwwamerigroupcorp.com



Hal Cohen, Inc.
Health Care Consulting
17 Warren Road, 13B
Baltimore, Maryland 21208
(410) 602-1696; Fax: (410) 602-1678: e-mail: JandHCohen@AOL.com

MEMORANDUM

TO: Bob Murray

FROM: Hal Cohen @4//

SUBJECT: Staff Proposal: Ambulatory Surgery Guaranteed Outpatient Revenue (GOR)
DATE: June 6, 2007
Bob,

This memo is written on behalf of CareFirst BlueCross BlueShield and Kaiser
Permanente in strong support of staff’s recommendation presented at the May 2, 2007
Commission meeting, for the HSCRC to implement an Ambulatory Surgery GOR
effective July 1, 2007. As you know, the payers have been asking for, and were
promised, controls on outpatient revenue for many years. This is a very high priority for
us. Outpatient revenue represents about 30% of all revenue and Ambulatory Surgery
represents about 1/3 of outpatient revenue. Thus, we are talking about approximately $1
billion that has no appropriate incentive for cost containment.

We believe the staff recommendation gets things correct. Dr. Atkinson has done an
excellent job as consultant to the Commission and has made excellent recommendations.
The use of APGs to measure Ambulatory Surgery case mix and to assign only one APG
to each Ambulatory Surgery patient provides reasonable simplicity and, with the
associated bundling of APGs, much better incentives than either the Medicare APCs or
the Commission’s combination of fee-for-service revenue units and pass-throughs for
medical supplies and drugs.

APGs have been shown to explain differences in Ambulatory Surgery costs and charges
as well as DRGs explain inpatient cost and charge differences. Hospital representatives
have pointed out particular problems with APGs. Many of those have been addressed but
similar problems could be identified regarding DRGs. Further, by limiting the initial
system to a GOR - that is only comparing a hospital to itself — any problems with the
APG Grouper are minimized and no adjustments, such as IME, need to be made.

Staff’s recommendation for a 1% add-on to price and casemix increases is appropriate. It
is important to remember that new technology, however much it is, will be financed out
of the significant increase in volume and the 100% variable cost component that staff is



not recommending be altered. CareFirst and Kaiser Permanente support a variable cost
component to both inpatient and outpatient volumes, as they are increasingly making
hospitals costs in Maryland more costly on a per capita basis.

We support the choice of FY 2008 as the base year. The hospitals seem to support the
trade-off between better and more current data and knowing the final weights sooner.
This timing is the same as for inpatient care and makes sense to us.

We strongly oppose the MHA’s request for further delay in starting the ASGOR. There
have already been many years of delay and every year of further delay means the base
amount is inflated by more than what is appropriate. We also strongly oppose the
MHA’s argument for delay because “Volume growth is comparable between Maryland
and U.S. as a whole, over time.” The national system, which is out of control, is hardly
an appropriate standard. Further, the most important point is that inpatient volumes are
increasing much faster in Maryland than in the nation so that any shift from inpatient to
outpatient in the nation is not happening, on balance, in Maryland.

We strongly support the staff’s position and urge the Commission to adopt it.
Thank you for your consideration.

Cc:  John O’Brien
Andy Udom
Graham Atkinson
Jerry Schmith
Greg Vasas
Bill Patton
Abdul Harris



